The continued volatility of feeder cattle prices sussmaller variances of returns are preferred. However, tains interest in hedging strategies. The stocker operfor the individual decision-maker, the timing of reator may use technical or fundamental analysis for turns may be most important. decision guides in the hedging program. Alternatively, the stocker operator could use profit objectives to guide the operator's hedging decisions. Previous PROCEDURE works have developed strategies based on technical tools such as moving averages (Lehenbauer), point and Marketing objectives may be formulated for the figure analysis (Lehenbauer), and oscillators (Russell purpose of maximizing short-run profits, minimizing and Franzmann). Similarly, strategies have been dethe variance of returns, creating stable cash flows, veloped that use fundamental analysis as a decision aid minimizing the risk of loss, or a host of other reasons. (Brown) . However, no work has examined, in detail, Marketing objectives may be expressed as a percentstrategies based on a management by objective phiage return on investment, a maximum permissible loss, losophy-although at times the popular press has emor a stated profit per head. Mutually exclusive dual phasized this approach (Farm Futures) .
profit objectives are a subset of the set of all possible Using objectives to guide the decision-making protypes of marketing objectives. The procedure involves cess is not new to management (Carroll and Tosi; setting two mutually exclusive objectives: the first exDrucker; Koontz) or to marketing (Kotler) . Objectives presses an acceptable level of returns, and the second may be classified by subject matter, time horizon, orexpresses a maximum permissible loss. The producer ganizational unit, characteristics, and/or elements attempts to lock in, by way of the futures market (or (Steiner) . This paper reports the simulated results of other forward-pricing mechanism) the objective that using mutually exclusive dual profit objectives to hedge feeder cattle. Three different scenarios typical of Oklahoma stocker operations were used. Figure 1 depicts the conceptual framework for developing marketing objectives. As the figure demonstrates, the framework is a subsystem which is a part eferen strain Etaonsnema tion of and interacts with the larger whole farm system. The operator's preferences, constraints, and expectations provide input into the selection of the marketing objectives. Marketing objectives and whole-farm objectives are determined simultaneously and must be mutually compatible. Preferences, constraints, expecMarketing b j oe tations, and marketing and whole-farm objectives may etie Objectives be modified when actual results are compared with previous marketing objectives. Production and risk preferences, financial and production constraints, operator expectations, and wholefarm objectives will vary across individuals and firms.
Results
Thus, it is impossible to rank objectives in terms of their desirability. This paper broadens the information base on the performance of specific marketing objectives. The working hypothesis is that more information will can first be realized to the exclusion of the other ob- were generated or if a loss of y dollars per head were generated-locking in a profit or
North central and northwestern Oklahoma enterlimiting losses.
prise budgets prepared by the cooperative extension service were used to compute production expenses and ($75.23) and the second smallest standard deviation of revenues after selected price adjustments were made to returns (59.35) and coefficient of variation (0.79). more accurately reflect historical costs. Steers were
The table shows that operators placing hedges when priced at the average weekly price for the proper weight per-head returns of $50 to $75 could be achieved or at Oklahoma City. Feed, labor, equipment, machinwhen losses exceeded $25 per head fared relatively ery, commission, trucking, veterinary, and interest well-at least if average returns, standard deviation of costs were obtained from the budgets for the approprireturns, or coefficients of variation are appropriate ate period e returns of tmeasures.
The "hedge all" strategy had returns from ta coefficient budgets were added to any returns from hedging to arof variation of 0.91, while the "no hedge" strategy had rive at a total return for the production period.
the highest standard deviation (78.85) and coefficient of variation (1.26). 5 Unexpectedly, all of the strategies yielded positive returns for 90 percent of the producSmall Grain Grazing Scenario tion periods.
tion periods. Table 2 presents the per-head annual returns of seThe small grain grazing scenario simulates the oplected strategies for the small grain grazing scenario. eration of a producer who buys stockers in the fall to When compared to the dual profit objectives, the angraze until early spring on small grains pasture. It alnual returns exemplify the increased variability inherlows the producer to harvest the grain in late spring. ent in the no hedge and hedge all strategies. The table For this scenario, 74 head of 400-pound stocker steers also reveals the similiarity between the 70/ -50, 75/ are purchased November 15 and sold as 565-pound -25, and 50/-50 strategies. The 75/-50 strategy steers on March 15. A death loss of 2 percent and gain produced the same annual returns as the 75/-25 stratof 1.35 pounds per day is assumed. The March feeder egy 90 percent of the time and as the 50/-50 strategy cattle futures contract is used for hedging. 50 percent of the time. The results of selected objectives for the small grain The simulation model indicated that over the period grazing scenario are presented in Table 1 . The objectested, per-head returns of $150 or better could have tives are ordered by coefficients of variation, since been hedged 10 percent of the time, and per-head recoefficients of variation are often used as a measure of turns of $50 or better could have been hedged 90 perthe desirability of specific marketing strategies (Lehcent of the time. Per-head returns of no worse than a enbauer).
3 Since economic theory cannot specify pre-$25 loss could have been hedged 100 percent of the ferred objectives a priori, 60 different objectives were time. Over the objectives tested, when hedges were simulated. The objective 75/-had the lowest coeffiplaced they occurred in November 86 percent of the cient of variation (0.77) and the highest average retime, in December 2 percent of the time, in January 10 turns per head ($77.29) of the strategies tested. 4 This percent of the time, and in February 2 percent of the objective was closely followed by the strategy 50/-, time. Strategies based on profit objectives could prove which had the third largest average return per head to be a useful tool for the small grain grazing operator. Table 3 presents the results of selected objectives for Table 4 . Annual Returns ($/head) of Selected Dual the small grain grazeout scenario, ordered by coeffiProfit Objectives for the Small Grain Grazeout Scenario a For an objective of x/y, a producer would place a hedge if a return of x dollars per head a For an objective of x/y, a producer would place a hedge if a return of x dollars per head were generated or if a loss of y dollars per head were generated-locking in a profit or were generated or if a loss of y dollars per head were generated-locking in a profit or limiting losses.
-------------------dollars ------------------
limiting losses.
cent. The October feeder cattle futures contract is used hedge all strategy.
a For an objective of x/y, a producer would place a hedge if a return of x dollars per head were generated or if a loss of y dollars per head were generated-locking in a profit or limiting losses.
SUMMARY AND IMPLICATIONS _
The study demonstrated that properly selected mustrategies performed significantly better than no hedge tually exclusive dual profit objectives can, in many inand hedge all strategies. For the summer stocker scestances, increase the mean and reduce the variance of nario, most strategies based on dual objectives outperreturns for the stocker operator. For the small grain formed the no hedge strategy and did worse than the grazing and small grain grazeout scenarios, many hedge all strategy. The study also demonstrated that the choice of objectives is important. All scenarios had The results of this study should improve the accuracy were generated or if a loss of y dollars per head were generated-locking in a profit or of operator expectations regarding the types of goals limiting losses.
that may be appropriate for hedging Oklahoma feeder cattle.
